T.C. Meno. 2004-12

UNI TED STATES TAX COURT

PEOPLES PRI ZE, Petitioner v.
COWMM SSI ONER OF | NTERNAL REVENUE, Respondent

Docket No. 18658-02X. Filed January 15, 2004.

Daniel L. Pfaff (President), for petitioner.

El i zabeth Edwards and M chael Blunenfeld, for respondent.

MVEMORANDUM OPI NI ON

HAI NES, Judge: Respondent determ ned that Peoples Prize
does not qualify as an organization described in section
501(c) (3) and consequently is not exenpt from Federal incone tax
under section 501(a). Petitioner challenged respondent’s
determ nation by tinely filing a petition for a declaratory
j udgnment pursuant to section 7428(a) after exhausting its

adm ni strative renmedi es and satisfying jurisdictional
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requi renents. See sec. 7428(b)(3); Rule 210(c). The case was
submtted for decision under Rule 122 upon the stipul ated
adm ni strative record. For purposes of this proceeding, the
facts and representations contained in the admnistrative record
are accepted as true, see Rule 217(b), and are incorporated
herein by this reference. The issue for decision is whether
petitioner is operated exclusively for charitable purposes within
t he nmeani ng of section 501(c)(3).

Unl ess otherw se indicated, all section references are to
sections of the Internal Revenue Code, and all Rule references
are to the Tax Court Rules of Practice and Procedure.

Backgr ound

Petitioner, a nonprofit corporation, with its principal
pl ace of business at Warren, M chigan, was incorporated under the
| aws of M chigan on February 1, 2000, with its purpose being “To
create and adm nister prizes for humanitarian goals. The prizes
w Il be broad based, consisting of donations of no nore and no
| ess than $1.00 (one dollar US currency) per person.”
Petitioner’s Form 1023, Application for Recognition of
Exenpti on Under Section 501(c)(3) of the Internal Revenue Code,
was filed on May 14, 2001. Petitioner supplenented the
i nformati on contained in Form 1023 t hrough correspondence with

respondent during the renmai nder of 2001 and into early 2002.
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The original articles of incorporation were restated on
Septenber 13, 2001, and January 9, 2002, to provide:

PEOPLES PRI ZE i s organi zed exclusively for charitable,
religious, educational, and scientific purposes, including,
for such purposes the making of distributions to

organi zations that qualify as exenpt organizations under
section 501(c)(3) of the Internal Revenue Code, or the
correspondi ng section of any future federal tax code.

PEOPLES PRI ZE will fulfill these purposes by creating and
adm nistering prizes for humanitarian goals. The prizes
w || be broad based, consisting of donations of at | east
$1.00 (one dollar US currency) per person.

Petitioner does not intend to commence operations until it
receives recognition as a section 501(c)(3) organization. In
response to respondent’s requests to provide greater detail about
its proposed activities, petitioner provided the foll ow ng
descri ption:

Peoples Prize plans to becone an Internet-based appeal for
support of bold humanitarian goals. * * * Al nonetary
contributions that we receive fromindividuals and from any
source will be applied to prizes. W wll be posting the
anmount of contributions, the amount of prizes (these wll be
identical), and the nunmber of contributions on the website
daily or as frequently as possible. * * * It is our hope and
expectation that the prizes will continue to grow
continuously, both in the dollar anobunt and in the nunber of
contributors. Wen a challenge is eventually achieved by
one of the conpetitors, Peoples Prize will award the

nmonet ary anount of the prize to the victor. * * * The entire
process is much like circulating a petition, conbined with a
real and growing prize to create interest and eventually
real conpetition. * * * Qur first prize is for the nmass
production of a reliable car.

* * * * * * *

For exanple, our first prize states: “W the people hereby
join together to each contribute one dollar (U S.) to this
prize to be awarded to the first conpany to manufacture,
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sell and deliver within 365 days nore than 100, 000 cars
and/or light trucks with the proven ability to go ONE

M LLI ON KI LOVETERS wi t hout repl acenent parts (excluding
tires, brake pads, and filters).” This prize wll be

awar ded to an aut onobi |l e manufacturing conpany when it can
denonstrate to it’s [sic] conpetitors, to the nedia, and to
Peoples Prize that it has reached the goal. The economc
and ot her benefits to humanity will be enornous, but
proportionally, the nost beneficial inpact will be felt by
t he worki ng poor and | ow i ncone persons in all lands by

i ncreasing the supply of reliable used vehicles and reduci ng
the cost per year to purchase and maintain a notor vehicle.

The prizes will all be for long-term bold, |arge objectives
that would seemto be inpossible, such as a mllion-

kil onmeter car, a universal al phabet, etc. W wll actively
solicit ideas for further prizes. They nmust be of direct
general benefit to the well being of humanity, particularly
to |l arge nunbers and future generations, and not to a
limted few (such as a cure for an extrenely rare disease).
There will be no prizes for space exploration. W
anticipate maintaining only a small nunber of prizes at a
tine.

On March 11, 2002, respondent issued a proposed adverse
ruling as to petitioner’s exenpt status. Petitioner filed a
protest to the proposed adverse ruling on April 17, 2002. On
August 15, 2002, respondent issued a notice of determ nation
denying petitioner’s exenpt status and stated as reasons for the
deni al :

You have not established that you are operated exclusively

for exenpt purposes within the nmeani ng of section 501(c)(3)

of the Code. Your primary activity is the pronotion of the

private interests of for-profit conpanies rather than the
pronotion of a public charitable purpose. Furthernore, you
have failed to establish that your activities serve to

| essen the burdens of governnment within the neani ng of

section 501(c)(3) of the Code.

On Novenber 18, 2002, petitioner filed a tinely petition for

decl aratory judgnent seeking a determnation that it is a
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qualified section 501(c)(3) organization exenpt from Federal
i ncone tax under section 501(a).

Di scussi on

A tax exenption is a matter of |egislative grace, and an
organi zati on seeking an exenption nust prove that it “cones
squarely within the terns of the |law conferring the benefit

sought”. Nelson v. Conm ssioner, 30 T.C 1151, 1154 (1958); see

also Fla. Hosp. Trust v. Conmm ssioner, 103 T.C 140, 153 (1994),

affd. 71 F.3d 808 (11th Cr. 1996).

An organi zati on may seek tax-exenpt status before it begins
operations, but the admnistrative record nust set forth
sufficient detail about its prospective operations to provide the

basis for the granting of the exenption. Nationalist Mvenent v.

Comm ssioner, 102 T.C 558, 572 (1994), affd. 37 F.3d 216 (5th

Cir. 1994); La Verdad v. Conm ssioner, 82 T.C 215, 219 (1984);

Wrld Famly Corp. v. Conmm ssioner, 81 T.C 958 (1983); Church of

Boston v. Conmmi ssioner, 71 T.C 102, 105 (1978); Hancock Acad. V.

Conm ssioner, 69 T.C. 488, 492 (1977).

Petitioner has, for the nost part, provided only
generalizations in response to repeated requests by respondent
for nore detail on prospective activities. As petitioner states
inits reply brief:

once nomentum for our first prize is substantial, we wll

| aunch additional prizes to benefit of humankind. The

prizes will be chosen only after nonths and years of
ext ended deli beration and coll aboration. W wll
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continually solicit ideas, and select those prom sing the
greatest benefit to humankind. Interest inconme fromthe
growing prizes will be used to fund and pronote new prizes
So the corporation can continue creating and awardi ng pri zes
into the indefinite future.

Such generalizations do not satisfy us that petitioner qualifies

for the exenption. See La Verdad v. Conmm ssioner, supra at 221;

Wrld Family Corp. v. Conm ssioner, supra at 966.

The single activity for which petitioner did provide detail,
rai sing noney to award a prize to a manufacturing conpany that
devel ops and builds a reliable car, was determ ned by respondent
to pronote the private interests of for-profit conpanies as
opposed to public charitable purposes. |In addition, respondent
found that the activity would not | essen the burdens of the
Governnment. Petitioner concedes that its activity will not
| essen the burdens of the Governnent but contends it will relieve
the poor and distressed by providing transportation | ess costly

to purchase and mai nt ai n.
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Section 501(a)! exenpts organi zati ons described in section
501(c)(3) from Federal incone tax. |In order to qualify for an
exenpti on under section 501(c)(3), the organi zation nust be not
only organi zed exclusively for exenpt purposes but al so operated

exclusively for exenpt purposes. Quality Auditing Co. V.

Commi ssioner, 114 T.C. 498, 504 (2000). Respondent conceded that

petitioner is organi zed for exenpt purposes but denies that

petitioner will be operated exclusively for exenpt purposes.
Exenpt purposes are broadly stated in section 501(c)(3) to

include religious, charitable, scientific, and educati onal

! Sec. 501, in relevant part, provides:

SEC. 501. (a) Exenption From Taxation.—An organi zation
described in subsection (c) * * * shall be exenpt from
taxation under this subtitle unless such exenption is denied
under section 502 or 503.

* * * * * * *

(c) List of Exenpt Organizations.—The foll ow ng
organi zations are referred to in subsection (a):

* * * * * * *

(3) Corporations * * * organi zed and operated
exclusively for * * * charitable * * * purposes, * * *
no part of the net earnings of which inures to the
benefit of any private sharehol der or individual, no
substantial part of the activities of which is carrying
on propaganda, or otherw se attenpting, to influence
| egislation, * * * and which does not participate in, or
intervene in (including the publishing or distributing
of statenents), any political canpaign on behalf of (or
in opposition to) any candidate for public office.
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purposes. “Charitable” is further defined in section
1.501(c)(3)-1(d)(2), Incone Tax Regs., as foll ows:
The term “charitable” is used in section 501(c)(3) inits
general ly accepted | egal sense and is, therefore, not to be
construed as limted by the separate enuneration in section
501(c)(3) of other tax-exenpt purposes which may fall within
the broad outlines of “charity” as devel oped by judici al
decisions. Such termincludes: Relief of the poor and
distressed * * * | essening of the burdens of Governnent;
To operate “exclusively” for exenpt purposes does not nean
that there nust be an absence of nonexenpt purposes. Quality

Auditing Co. v. Conmi ssioner, supra at 504; Nationalist Mvenent

v. Conmm ssioner, supra at 576. A single activity m ght be

directed to both an exenpt and a nonexenpt purpose. Qur inquiry
nmust determ ne whet her the nonexenpt purpose is incidental and
not substantial. [If the nonexenpt purpose is substantial, the
organi zation wll not satisfy the operational test regardl ess of
the nunber or inportance of truly exenpt purposes. See Better

Bus. Bureau v. United States, 326 U.S. 279, 283 (1945); Am_

Canpai gn Acad. v. Conm ssioner, 92 T.C. 1053, 1065 (1989); Church

of Scientology v. Conm ssioner, 83 T.C. 381 (1984), affd. 823

F.2d 1310, 1315 (9th Cr. 1987); see also sec. 1.501(c)(3)-
1(c) (1), Incone Tax Regs.
A nonexenpt purpose can arise if an organization benefits

private interests. See Am Canpaign Acad. v. Conm ssioner, supra

at 1066. Section 1.501(c)(3)-1(d)(21)(ii), Incone Tax Regs.,

states:
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An organi zation is not organi zed or operated exclusively for
one or nore of the purposes specified in * * *[section
501(c)(3)] unless it serves a public rather than a private
interest. Thus, * * * it is necessary for an organization
to establish that it is not organized or operated for the
benefit of private interests * * *

Private interests within the neaning of this rule may include not
only related persons and insiders but also unrel ated and

disinterested private parties. See Am Canpaign Acad. V.

Conmi ssi oner, supra at 1068-1069. If the unrel ated and

disinterested third party is a charitable class, bestow ng of
benefits on that class will not be grounds for denying the

exenption. See Aid to Artisans, Inc. v. Conm ssioner, 71 T.C.

202, 208, 212-213 (1978). However, if the disinterested third
party is not a charitable class, benefits bestowed on the third
party, if substantial and not incidental, will be sufficient to

cause the exenption to be denied. See Am Canpaign Acad. V.

Conmi ssi oner, supra at 1068; Christian Stewardship Assi stance,

Inc. v. Conmm ssioner, 70 T.C. 1037 (1978).

Car and truck manufacturers, who will receive the prize, are

not nmenbers of a charitable class. Cf. Aid to Artisans, Inc. v.

Comm ssi oner, supra at 215. After exam ning the adm nistrative

record, we have no reasonabl e basis, other than specul ati on by
petitioner, to conclude that the poor and di stressed or any ot her
charitabl e class woul d receive any benefit fromthe activity

proposed. W conclude that the admnistrative record fully
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supports respondent’s determ nation that petitioner is not
entitled to exenption under section 501(c)(3).

We have considered all of petitioner’s contentions,
argunents, and requests that are not discussed herein, and we
conclude that they are without nerit or irrelevant.

To reflect the foregoing,

Deci sion will be

entered for respondent.




